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lend to industrial companies.1   ' The managing agency system is the
Indian substitute for a well-organized capital market and an industrial
banking system  of Western  countries,  and has  come  into  existence
by the sheer force of economic circumstances/2    It is by no means a
perfect   arrangement   and   has   many   serious   drawbacks.3    Another
source from which mills in Bombay, Ahmedabad and Indore obtain
finance   consists   of  deposits  from   the  public.     This  is,   however,   a
very  unsatisfactory  and  precarious   source  of  finance  and  has  been
aptly   called   a   ' fair-weather  friend'.     When   times   are   bad,   these
deposits are liable to be withdrawn from good as well as bad concerns,
thereby aggravating the position at a time when all the resources are
required to carry over what may be only a temporary period of depres-
sion.    Lack of a recognized method by which the general public can
obtain advice and assistance as regards investments also prevents a free
Sow of capital for industrial development,.
We thus reach the conclusion that even in towns there is no adequate
provision for the long-term finance required by industries. A few
,t * industrial banks were started, but the most important and the one which
at first appeared to hold out the brightest prospects, namely, the Tata
Industrial Bank, after a somewhat ineffective and inglorious career,
soon abandoned the industrial side of its work and contented itself for
a while with ordinary commercial banking and foreign exchange busi-
ness, until it was eventually (1923) merged in the Central Bank of
India, which is a purely commercial bank. The short career and failure
of the Tata Industrial Bank may, among other reasons, be attributed to
the fact that the Bank was started during a boom and had an extraordi-
narily difficult period to face. Moreover, it committed the blunder of
becoming more or less the promoter and financier of concerns associated
with one firm of managing agents.4
The difficulties of financing industrial enterprises operate with
special force in the case of small middle-class entrepreneurs who, unlike"
the big industrial magnates and joint-stock corporations, cannot furnish
the security of stocks or approved names. Co-operative credit is not
suited to their case, being useful only for small artisans like the
weavers. In these circumstances, there has been an insistent demand
for some financial assistance on the part of the state directly or indirectly
by some such means as guaranteed dividends, direct loans, purchase of
finished products and so forth. The subject of industrial finance was
reviewed at length by the Industrial Commission (1916-18) and later
by the Central Banking Enquiry Committee (1930-1).
See   Report   of   the   Central   Banking   Enquiry   Committee,   par.   350.    See   also
S,   K,   BasUj   Industrial  Finance  in  India,   ch.   vi.
2 S.  G.  Panandikar,  Banking in India, p. 215.
A short account of the origin and working of this system is given in vol. II, ch. ii,
* See P.  S.  Lokanathan,  op.  ch.,  pp.  258-9.